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QUANTIFIABLE EDGES
SUBSCRIBER LETTER

ASSESSING MARKET ACTION WITH INDICATORS AND HISTORY

December 23, 2015 Volume 8 Issue 247

Market Overview

(uantifiable Edges 1-day Risk/Reward Outlook Quantifiable Edges 3-day Risk/Reward Outlook
Bearish Bullsh  Bearish Bulish

Signals Overview
Aggregator Aggressive VIX QE Buy Pwr Swing
Long 100% Long XIV Flat

Tonight’s Research Points

e Over the next several days seasonality is set to be especially strong.
e The relatively weak bounce over the last 2 days suggests a bearish edge.

Short-term Outlook

The Bottom Line
There could be more to this bounce, but one more day and the market will be short-term

overbought.
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Summary of Recent Active Studies (see Letters from listed dates for details)
Avg Avg Avg DrawDn

Study Date Description Time span |Bias Run-up |DrawDn [-1Std Dev

Active - Short Term

December 23, 2015 Twas 3 Nights Before Christmas 1-8 days Bullish

December 21, 2015 Up 2 from 20-low < 3 ago 1-2 days Bearish

December 21, 2015 Gap -n- crap to bottom of 2-week range [1-5 days Bullish

Active - Long Term

December 22, 2015 Golden Cross int term Bullish

December 14, 2015 Santa Rally thruJan 2 |Bullish

November 2, 2015 Best 6 months Nov-Apr Bullish

October 26, 2015 NASDAQleading SPX int term Bullish

September 9, 2015 FTD on mild breadth & volume int term Bearish

November 3, 2014 Quantitative Easing Ends int term Bearish

July 22,2013 New High Divergence (Study of Tops) [int term Bearish

Dropped Tonight

December 21, 2015 SPX < Bollinger Band. VIX not stretched|1-2 days Bearish

The Evidence

The market closed up for a 2" day on Tuesday. The SPX gained 0.9%, the NASDAQ rose
0.7% and the Russell 2000 rallied 0.9%. Breadth was squarely positive as the NYSE Up
Issues % came in at 75% and the Up Volume % was 84%. Total NYSE volume was again
light and it probably will be for the rest of the year.

The study below is the “Twas 3 Nights Before Christmas™ study, and I have shown it each
year in the letter. It triggered as of Tuesday’s close. I show here how it has performed for
a few of the major indices. First...SPX.

Buy SPX at close 3 trading sessions before Christmas.
Sell X days later. $100k/trade. 1987 - present.

X All: .AIIE AI!: Al % AI!: A_vg
All: Net Profit | Total | Winning | Losing Winning
Days Trades Trades |Trades 0120 Trage
10 34 56319 28 21 7 7500 24487

9 40,527.51 28 20 8 71.43| 282205

8 46,609.48 28 21 T 75.00| 261243

7 28 20 a8 7143 221403

L] 28 128 10 6429 188929

5 28 22 6 T8.57| 1679.69

4 20,930.17 28 19 9 67.86| 152320

3 18,512.50 28 19 9 67.86| 1,350.26

2 16,525 28 21 7 7500 103488

1 9,996. 28 21 7 75.00 650.95

Wenig | ‘Losig | ‘Losing | Widoss | AE | AbAvs
Trade Trade Trade Ratio

-2402.81) 443838 1.02 3.08 123440

-1989.18 ) -3 604464 1.42 355 144741

-1,178.79| -2782.08 222 6.65| 166462

-375.88 | -1,580.04 2.53 632 133120

-903.81 | -1,783.23 208 376 851.83

-1,153.50 | -2 846.94 1.46 934 1,072.58

-850.06| -2253.85 1.71 361 T47.51

92 81388 178400 1.87 353 861.16

a7 -T43.84 ) -2,185.04 1.38 417 550.1%

252324 -544.79| -1518.40 1.07 32 357.02

he entry price

26 of 28 instances (93%) closed above t
at some point in the next week.

The stats all appear quite strong. [would note the “Max Losing Trade” column shows very
mild numbers from days 1-8, with no decline reaching 3%.
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But as | discussed last week, smallcaps rule this time of year. So let’s examine some other
indices. First let’s look at the Russell 2000.

Buy RUT at close 3 trading sessions before Christmas.
Sell X days later. $100k/trade. 1987 - present.

X Al All: All: Al % AI!:A_\.rg AI!: M.ax All:ﬁ_wg Al Max .AII: Al All Avg
All: Met Profit | Total | Winning | Lesing Winning Winning Losing Losing Win/Loss
Days Trades | Trades | Trades HELELD Trade Trade Trade Trade Ratio FELIAEERT) ThEEE
10 51,738.08 28 23 5 8214 334571 11,168950| -304727| -5543.20 1.10 505 2204593
9 §5,383.37 28 22 g 7857 361982 37472 597350 1.82 558( 233512
8 73,324.54 28 24 4 8571 329771 -1,45511 | -2948.40 227 13.60( 261873
7 5 28 25 3 8929 2701.00 g52.12| -1,808.60 2.81 2339 230852
] 5 28 23 5 8214 288015 514.30 -977.82 523 2405 211711
5 48 958 .85 28 23 5 8214 234851 811.39| -238583 288 13.31 178424
4 33,874 28 21 7 75.00| 180478 850.89 | -1,84590 221 664 121335
3 3 28 23 5 8214 144338 58529 | -1,591.20 247 11.36| 1,085.04
2 24 28 21 7 75.000 131280 -495.08 -930.30 265 7.95 280.63
1 13 28 22 5 78.57 730.75 47278 -1,354.50 1.55 5.67 472,85

AII 28 instances closed above the entry price
at some point in the next 4 days.

Results are substantially stronger here. And the Russell has never gone without providing
an opportunity for a winning trade on a closing basis. Now the Nasdag.

Buy NASDAQ Composite at close 3 trading sessions before Christmas.
Sell X days later. $100k/trade. 1987 - present.
Al Al Al Al Avg Al Max Al Avg All: Max Al _ _

X Al Net Profit | Total | Winning | Losing PAI:_“"'; Winning Winning Los=ing Losing Win/Loss P f,r?f-'".ct ﬁ}ll_l.ﬁ;vg

Da‘fS Trades | Trades | Tradez rotiable Trade Trade Trade Trade Ratio rofit-acior rade
10 73,796.32 28 23 5 82.14 12,374.58 ) -2580.71 -5231.80 1.46 669 263415
] 77 555.06 28 23 5 g82.14 11,558.04| -224533| -5035.77 172 7.1 2,760.82
3 82 936.39 28 25 3 39.29 | 11,915.40| -2 15668 -3,773.60 1.66 1382 296201
T 51,667.53 28 20 8 71.43 1,103.80| -2,577.00 274 §.85| 184327
6 28 22 6 T8.57 98770 -2,010.42 2.42 889 166930
5 28 20 2 71.43 82077 -288258 3.09 772 15761
4 28 20 8 71.43 727.58| -2083.36 265 72 1188M
3 28 21 7 75.00 -575.40| -1,527.36 2.50 7.50( 1,087.07
2 28 22 8 T8.57 -23980 -2114.45 179 655 590 24
1 28 22 8 78.57 -763.47 | -143875 1.12 412 510.54

Lookmg back to inception in 19?1 1986 was the only year

that NASDAAQ failed to close above entry point within 5 days.

Results just keep getting better. And only once since the inception of the Nasdaq did it go
without some kind of move up in the following week. Below is the 8-day profit curve.
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Buy NASDAQ Composite at close 3 trading sessions before Christmas.
Sell 8 days later. $100k/trade. 1987 - present.
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Trade Number

The curve is as impressive as the stats.

Lastly, let’s look at the NDX.
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Buy NDX Compaosite at close 3 trading sessions befaore Christmas.
Sell X days later. $100kftrade. 1987 - present.
Al Al : Al Avg Al Max Al Avg All: Max All: : .
X All: Met Profit | Total | Winning | Losing Plilfl'.rt:{l'lle Winning Winning Losing Losing Win/Lozss Pruf?l-llélctur All_t;;;g
Days Trades | Trades | Trades Trade Trade Trade Trade Ratio
0 T4 45839 28 22 G T8.57 1481118 -2,737.03| -5387.52 1.5 554| 266059
9 82,190.29 28 22 6 T8.57 13,881.66| -2,393.38 5,095.68 1.83 6.72| 293537
2 590,036.11 28 24 4 2571 14,31270| -1,700.8%| -3,052.33 237 1423| 321558
T 55,201.56 28 20 2 71.43 12,888.52| -1,36789| -3669.30 242 6.05| 1597470
g 42 557.01 28 20 ] 7143 2 11,843.52) -1,31034 | -2883.84 202 5.06| 151885
5 49 051.08 28 20 ] 7143 29 11,443.50| -1,233.40| -3,225.03 2.39 597 173218
4 37,809.32 28 20 2 71.43 231185 1124505 -1,053.71| -224257 218 5.49%| 135033
3 34 010.28 28 19 9 G786 22454 274280 -981.42 0 220320 234 493 121485
2 31,303.41 28 21 7 75.00 1,856.34 | 10,167.30| -1,087.11| -3,741.35 1.69 508 111788
1 772266 28 21 7|  75.00] 1,146.03| 286384 -806.28| -2662.20 1.26 379 63205
26 of 28 instances (93%) closed above the entry price
at some point in the next 5 trading days.

Numbers here are similar to the Nasdaq Composite, but the 8-day profits are the best we
see among any of the indices.

In the 12/16/15 letter a few days ago | looked at scenarios where the SPX bounced from
20-day lows over a 2-day period but failed to make up for the losses of the day just previous
to the 2-day bounce. 1 filtered this study by the 200ma. It triggered again today and | have

updated it below.

ago. Buy on close. Sell X days later. $100k/trade. 2000 - present.

After closing at a 20-day low 2 days ago SPX closes up the last 2 days but still below the close of 3 days

X

Days

Al All:

All: %

Al Net Profit | Total | Winning | Losing Proftable

Trades
-12,310.85 19
-B8,566.96 19
-10,529.55 20
-13,523.33 20
-4 475 43 20

L= = R (=R =)

Trades | Trades

10
10
14
13
11

4737
47.37
30.00
35.00
45.00

All: Avg
Winning
Trade
2,149.35

1,681.01

151277

All: Max
Winning
Trade
4138.50
4,871.43
5 G53.47
3,251.01

3,863.25

All: Awg
Losing
Trade

-3,165.50
-2,556.95
-1,782.65
-1,945.42

1544 BT

All: Max
Losing
Trade

[

T

3
i5
3

ol e
on

7,
-3,535.84

-4 424 00

-5,253.30

All:
Win/Loss
Ratie

All: All: &vg
ProfitFactor | Trade

0.61 5479

0.66 -450.2

0.58 -526.4

0.47 -5765.1

0.75 223.8

The stats appear to suggest a bearish edge. | have included below a 2-day equity curve.
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After closing at a 20-day low 2 days ago SPX closes up the last 2 days but still below the close of 3 days
ago. Buy on close. Sell 2 days later. $100k/trade. 2000 - present.
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The downslope here is fairly persistent despite the choppiness. This seems to support the
suggestion of a bearish edge.

| have updated the Aggregator. chart below.
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## TradeStation Chart Analysis - S5PX.X Daily [CBOE] S&P 500 Index a a EI@
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With tonight’s studies considered the green Aggregator Line held above zero. Positive
readings mean net expectations from the Active List are for upside over the next few days.
Meanwhile the black Differential Line declined but also held above zero. The positive
Differential Line reading means SPX is oversold versus recent expectations. So
expectations are positive and SPX is short-term oversold. This is considered a bullish
configuration. Bullish configurations are visible on the chart whenever both lines close
above 0. Therefore, the Aggregator signal stayed long at the close.

Based on the current studies, evidence is set to remain positive on Wednesday. This could
change if more bearish evidence emerges. The Differential Pivot will be inverted at
2012.62 on Wednesday. That is 1.3% below Tuesday’s close. An inverted pivot means
that the Differential Line will cross through O if SPX closes flat. In this case SPX is going
to need to close down at least 1.3% on Wednesday in order to remain oversold. Anything
less than that and it will be considered “overbought™ versus recent expectations. So there
is a very good chance we will see SPX flip from owversold to overbought on Wednesday.

Seasonality is strongly bullish and overall evidence is pointing higher for the short-term.
But two solid up days make this an undesirable entry point. And even if the market does
move higher on Wednesday, it will only be 1 day before the Aggregator would turn neutral
or bearish. (This is thanks to the inverted pivot.) I don’t view times with inverted pivots
as good entry points. Often I will use them to look for a favorable exit. But unfortunately
| was unable to get fills on my trade ideas the last couple of days with the mini-series of
gaps higher and moves up. So rather than chase, | will just wait for the next favorable
opportunity to arise.
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Intermediate-term Outlook (2 weeks — 2 months) — updated 12/21 —slightly bullish

The intermediate-term outlook was last updated in the 12/21/15 Letter. It can be found in
the most recent weekly letter on the website.

http://quantifiableedges.com/current-week ly- letter/

Catapult and Capitulative Breadth Statistics
Catapult & CBI Presentation Link

Open Catapult Triggers

None

Broad Market Large Cap CBI-0

Additional New Trade Ideas

A full listing of system triggers can be found at the numbered systems page each night. |
will cherry pick some of my favorite setups from the S&P 100 and ETF lists along with
occasional other trade ideas to track below.

None tonight.

Current Open Trade Ideas

Symbol Entry Date |Entry Price Current Pricg% Gain/Loss|{Stop Notes
KMI(1/3) 12/7/2015 $15.66 $15.32 -2.17% sell on open
KMI(1/3) 12/8/2015 $15.29 $15.32 0.20% sell on open

KMI met is exit target level and will be sold Wednesday at the open.

This report has been prepared by Hanna Capital Management, LLC and is provided for information purposes only. Under no
circumstances is it to be used or considered as an offerto sell, ora solicitation of any offer to buy securities. While information contained
herein is believedto be accurate at the time of publication, we make no representation asto the accuracy orcompleteness of any data,
studies, or opinions expressed and it should not be relied upon as such. Robert Hanna, Hanna Capital Management, LLC or clients of
Hanna Capital Management, LLC may have positions or other interests in securities (including derivatives) directly orindirectly which
are the subject of this report. Thisreportis provided solely for the information of Hanna Capital Management, LLC clients and prospects
who are expected to maketheir own investment decisions without reliance uponthisreport. Neither Hanna Capital Management, LLC
nor any officer or employee of Hanna Capital Management, LLC accepts any liability whatsoever forany direct or consequential loss
arising from any use of thisreport orits contents. T hisreport may not be reproduced, distributed or published by any recipient for any
purpose without the priorexpress consent of Hanna Capital Management, LLC.
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